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OATH OR AFFIRMATION

I, Mark A. Kovachick , swear (or affirm) that, to the best of
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(a) Facing Page.
(b) Statement of Financial Condition.
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(j) A Reconciliation, including appropriate explanation ofthe Computation ofNet Capital Under Rule 15c3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15c3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

(n) A report describing any material inadequacies found to exist or found to have existed since the date ofthe previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Ernst & Young LLP Tel: +1 216 861 5000
Suite 1800 Fax: +1 216 583 2013
950 Main Avenue

G Building a better cleveland, OH44113-7214working world

Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholder

KeyBanc Capital Markets Inc.

Opinion on the Financial Statements

We have audited the accompanying consolidated statement of financial condition of KeyBane Capital
Markets Inc., (the Company) as of December 31, 2018, the related consolidated statements of
operations, changes in shareholder's equity, and cash flows for the year then ended, and the related
notes (collectively referred to as the "financial statements"). In our opinion, the consolidated financial
statements present fairly, in all material respects, the financial position of the Company at December
31, 2018, and the results of its operations and its cash flows for the year then ended in conformity
with U.S.generally accepted accounting principles.

Basis for Opinion

G These financial statements are the responsibility of the Company's management. Our responsibility
is to express an opinion on the Company's financial statements based on our audit. We are a public
accounting firm registered with the Public Company Accounting Oversight Board (United States)
(PCAOB) and are required to be independent with respect to the Company in accordance with the

& U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange
Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require

that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement, whether due to error or fraud. Our audit included

performing procedures to assess the risks of material misstatement of the financial statements,
whether due to error or fraud, and performing procedures that respond to those risks. Such procedures

@ included examining, on a test basis, evidence regarding the amounts and disclosures in the financial
statements. Our audit also included evaluating the accounting principles used and significant

estimates made by management, as well as evaluating the overall presentation of the financial
statements. We believe that our audit provides a reasonable basis for our opinion.

A member firm of Ernst & Young Global Limited
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Supplemental Information

& The accompanying information contained in Schedules I, II, and III has been subjected to audit
procedures performed in conjunction with the audit of the Company's consolidated financial
statements. Such information is the responsibility of the Company's management. Our audit
procedures included determining whether the information reconciles to the financial statements or the
underlying accounting and other records, as applicable, and performing procedures to test the
completeness and accuracy of the information. In forming our opinion on the information, we
evaluated whether such information, including its form and content, is presented in conformity with
Rule 17a-5 under the Securities Exchange Act of 1934. In our opinion, the information is fairly stated,

in all material respects, in relation to the financial statements as a whole.

We have served as the Company's auditor since 1996.

February 22, 2019

A member firm of Ernst & Young Global Limited



KeyBanc Capital Markets Inc.

Consolidated Statement of Financial Condition

& December 31,2018
(In Thousands)

Assets
Cash $ 19,755

Receivable from clearing organization 231,024
Securities owned, at fair value 788,194
Derivative assets 5,687
Furniture, equipment, and leasehold improvements, at cost,net 1,338
Goodwill 117,158
Other intangible assets, net 19,106

Net deferredtax assets 35,689
Receivable from affiliate 1,481
Other receivables,net 24,550
Other assets 6,197
Total assets $ 1,250,179

Liabilities and shareholder's equity
Liabilities:

Securities sold, but not yet purchased, at fair value $ 528,875
Derivative liabilities 5,550

Payable to affiliate 516
Accrued compensation 107,044
Other liabilities 28,907

Total liabilities 670,892

Shareholder's equity:

Preferred stock, without par value; authorized 500 shares;
none issued -

Common stock, stated value $4.00 per share; 250 shares

authorized, issued,and outstanding 1
Additional paid-in capital 616,997
Retained deficit (37,711)

Total shareholder's equity 579,287
Total liabilities and shareholder's equity $ 1,250,179

See accompanying notes to consolidated financial statements.
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% KeyBanc Capital Markets Inc.

Consolidated Statement of Operations

Year Ended December 31,2018

(In Thousands)

§ Revenues

g Commissions $ 69,020
Principaltransactions 31,386
Underwriting and investment banking 249,613

% Interest and dividends 27,239
% Other revenues 3,999

g Total revenues 381,257

Expenses
Employee compensation and benefits 273,710
Interest 17,288
Floor brokerage and clearance 11,148
Communications 2,717

Occupancy and equipment 18,165
Promotion and development 23,503
Data processing 29,035

& Processing fee paid to affiliate 4,770
Management fee paid to affiliate 7,479
Other operating expenses 23,602
Total expenses 411,417

Loss before income taxes (30,160)

Income tax benefit (9,787)
Net loss $ (20,373)

0 Seeaccompanying notes to consolidated financial statements.



KeyBanc Capital Markets Inc.

Consolidated Statement of Changes in Shareholder's Equity

Year Ended December 31,2018
(In Thousands)

Additional Retained

Common Paid-in Earnings/

Stock Capital (Deficit) Total

Balance at January 1,2018 $ 1 $ 587,767 $ (19,111) $ 568,657
Contributions from Parent - 29,230 - 29,230

$ Cumulative effect of change in
accounting principle - - 1,773 1,773

Net loss - - (20,373) (20,373)
Balance at December 31,2018 $ 1 $ 616,997 $ (37,711) $ 579,287

% See accompanying notes to consolidated financial statements.



KeyBanc Capital Markets Inc.

Consolidated Statement of Cash Flows

Year Ended December 31, 2018

(In Thousands)

Operating activities

Net loss $ (20,373)
Adjustments to reconcile net loss to net cash used in

operating activities:

Depreciation andamortization 9,473
Stock-based compensation expense allocated from Parent • 29,230
Deferred income tax benefit (2,236)
Changes in operating assets and liabilities:

Decreasein receivablefrom clearingorganizations 68,402
Decrease in securities owned, at fair value 6,954
(Increase) in derivatives, net (11,934)
Decrease in receivables from affiliates 1,805
(Increase) in other receivables (1,376)
(Increase) in other assets (2,726)
(Decrease) in securities sold, not yet purchased,at fair value (102,431)
(Decrease) in payable to affiliates (2,167)
(Decrease) in accrued compensation (19,277)
Increase in other liabilities 2,802

Net cashused in operating activities (43,854)

Investing activities
Sales of furniture, equipment, and leasehold improvements 51
Net cash provided by investing activities 51

Financing activities
Borrowings on unsecured line of credit with Parent 1,900,000
Repayments on unsecured line of credit with Parent (1,900,000)
Net cash provided by (used in) financing activities -

Net decrease in cash, cash equivalents and restricted cash (43,803)
Cash,cash equivalents and restricted cash at beginning of fiscal year 63,558
Cash,cash equivalents and restricted cashat end of fiscal year $ 19.,755

Additional disclosures relative to cash flow

Taxes refunded from Parent $ 9,639

Interest paid 16,348

See accompanying notes to consolidated financial statements.
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KeyBanc Capital Markets Inc.

& Notes to Consolidated Financial Statements

December 31, 2018
(Dollars In Thousands)

1.Organization

The accompanying consolidated financial statements include KeyBanc Capital Markets Inc. and
its wholly owned subsidiaries, Cain Brothers Real Estate LLC and KBCM (UK) LTD (together
KBCM or the Company). The Company is a wholly owned subsidiary of KeyCorp (the Parent)
and is an introducing broker and dealer clearing its customer transactions on a fully disclosed basis.

TheCompanyis engagedin thebusinessof asecuritiesbrokeranddealer,which is comprisedof
underwriting and investment banking and principal and agency transactions. KBCM is a member
of the Financial Industry Regulatory Authority, Inc. (FINRA) and Securities Investor Protection

Corporation (SIPC) and is registered with the Securities and Exchange Commission (SEC) as a
broker and dealer.

2.Significant Accounting Policies

The following is a summary of significant accounting policies followed in preparation of these
consolidated financial statements.

Basis of Presentation

The consolidated financial statements include the accounts of the Company and its subsidiaries.

O All significant intercompany accounts and transactions have been eliminated in consolidation.

Substantially all of the Company's financial assets and liabilities are carried at fair value or at
amounts which, because of the short-term nature of the financial instrument, approximate fair
value.

Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles
generally accepted in the United States (U.S.GAAP) requires management to make estimates and
assumptions.that affect the amounts reported in the consolidated financial statementsand the
accompanying notes.Actual results could differ from those estimates.

Subsequent Events

In preparing these consolidated financial statements, subsequent events were evaluated through
the time the consolidated financial statements were issued. Financial statements are considered

issued when they are widely distributed to users or filed with the SEC. In compliance with
applicable accounting standards, all material subsequent events either have been recognized in
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KeyBanc Capital Markets Inc.

Notes to Consolidated Financial Statements

December 31,2018
(Dollars In Thousands)

2.Significant Accounting Policies (continued)

O these consolidated financial statements or disclosed in the notes to the consolidated financial
statements.

Cash

Cash represents cash in banks. Cash balances may be held in excess of FDIC insurance limits.

The following table provides a reconciliation of cash,cash equivalents, and restricted cash that
sum to the total of the same such amounts shown in the consolidated statement of cash flows.

Cash and cash equivalents $18,693
Restricted cash 1,062

Total cash,cash equivalents, and restricted cash shown
in the consolidated statement of cash flows $19,755

Restricted cash represents cash that has been segregated in special bank accounts for the exclusive

benefit of customers under Rule 15c3-3 of the Securities and Exchange Act.

Receivable From Clearing Organization

Receivable from clearing organization is recognized on a trade-date basis and represents amounts
due from the Company's third-party clearing organization for security transactions and

S commissions associated with unsettled trades.Clearing organization deposits, which are in the
form of cash, are also included in receivable from clearing organization in the consolidated
statement of financial condition.

Securities Owned and Securities Sold, but Not Yet Purchased

Securities owned and securities sold, but not yet purchased are recorded on a trade-date basis and
carried at fair value. Information pertaining to the Company's accounting policy for fair value
measurements for these security portfolios is summarized in this note under the heading "Fair

O Value Measurements."



KeyBanc Capital Markets Inc.

O Notes to Consolidated Financial Statements

December 31, 2018
(Dollars In Thousands)

2.Significant Accounting Policies (continued)

Derivative Financial Instruments

In accordance with applicable accounting guidance, all derivatives are recognized as either assets

& or liabilities at fair value on the consolidated statement of financial condition. The Company takes
into account the impact of bilateral collateral and master netting agreementsthat allow the
Company to settle all derivative contracts held with a single counterparty on a net basis, and to
offset the net derivative position with the related cash collateral when recognizing derivative assets

& and liabilities. Changes in the fair value of derivatives are recognized immediately in earnings in
Principal transactions revenue on the consolidated statement of operations. The net increase or
decrease in derivatives is included in operating activities within the consolidated statement of cash
flows. Refer to Note 5 (Derivative Financial Instruments) for further discussion of the Company's
derivative instruments.

Fair Value Measurements

The Company follows applicable accounting guidance for fair value measurements and disclosures
for all applicable financial and nonfinancial assetsand liabilities. This guidance defines fair value,
establishes a framework for measurement, and addresses disclosures about fair value

measurements. Fair value-related guidance applies only when other guidance requires or permits
assets or liabilities to be measured at fair value.

@ Accounting guidance defines fair value as the price to sell an asset or transfer a liability in an
orderly transaction between market participants in the Company'sprincipal market. In other words,
fair value represents an exit price at the measurementdate. Market participants are buyers and
sellers who are independent,knowledgeable, and willing and able to transact in the principal (or
most advantageous) market for the asset or liability being measured. Current market conditions,
including imbalances between supply and demand,are considered in determining fair value.

The Company values its assets and liabilities based on the principal market where each would be
sold (in the case of assets) or transferred (in the case of liabilities). The principal market is the
forum with the greatest volume and level of activity. In the absence of a principal market, valuation
is based on the most advantageous market (i.e.,the market where the asset could be sold at a price
that maximizes the amount to be received or the liability transferred at a price that minimizes the
amount to be paid). In the absence of observable market transactions, the Company considers

§ liquidity valuation adjustments to reflect the uncertainty in pricing the instruments.



KeyBanc Capital Markets Inc.

O Notes to Consolidated Financial Statements

December 31, 2018
(Dollars In Thousands)

2.Significant Accounting Policies (continued)

Fair Value Measurements (continued)

In measuring the fair value of an asset, the Company assumes the highest and best use of the asset
by a market participant - not just the intended use - to maximize the value of the asset. The

Company also considers whether any credit valuation adjustments arenecessarybasedon the
counterparty's credit quality.

When measuring the fair value of a liability, the Company assumes the transfer will not affect the
associated nonperformance risk. Nonperformance risk is the risk that an obligation will not be
satisfied, and encompasses not only the Company's own credit risk (i.e.,the risk that the Company
will fail to meet its obligation), but also other risks such as settlement risk (i.e.,the risk that upon
termination or sale,the contract will not settle).The Company considers the effect of its own credit
risk on the fair value for any period in which fair value is measured.

There are three acceptable techniques for measuring fair value: the market approach, the income
approach and the cost approach. The appropriate technique for valuing a particular assetor liability
depends on the exit market, the nature of the asset or liability being valued, and how a market
participant would value the same asset or liability. Ultimately, selecting the appropriate valuation
method requires significant judgment, and applying the valuation technique requires sufficient
knowledge and expertise.

@ Valuation inputs refer to the assumptions market participants would use in pricing a given asset or
liability. Inputs can be observable or unobservable. Observable inputs are assumptions based on
market data obtained from an independent source.Unobservable inputs are assumptions based on
the Company's own information or assessment of assumptions used by other market participants
in pricing the asset or liability. The Company's unobservable inputs are based on the best and most
current information available on the measurement date.

All inputs, whether observable or unobservable, are ranked in accordance with a prescribed fair
value hierarchy that gives the highest ranking to quoted prices in active markets for identical assets

or liabilities (Level 1) and the lowest ranking to unobservable inputs (Level 3). Fair values for
Level 2 assets or liabilities are based on one or a combination of the following factors: (i) quoted
market prices for similar assets or liabilities; (ii) observable inputs, such as interest rates or yield
curves; or (iii) inputs derived principally from or corroborated by observable market data. The
level in the fair value hierarchy ascribed to a fair value measurement in its entirety is based on the
lowest level input that is significant to the measurement. The Company considers an input to be
significant if it drives 10% or more of the total fair value of a particular asset or liability. Assets
and liabilities may transfer between levels based on the observable and unobservable inputs used



KeyBanc Capital Markets Inc.

Notes to Consolidated Financial Statements

December 31,2018
(Dollars In Thousands)

2.Significant Accounting Policies (continued)

Fair Value Measurements (continued)

at the valuation date, as the inputs may be influenced by certain market conditions. The Company
recognizes transfers between levels of the fair value hierarchy at the end of the reporting period.

Typically, assets and liabilities are considered to be fair valued on a recurring basis if fair value is
measured regularly. However, if the fair value measurement of the instrument does not necessarily
result in a change in the amount recorded on the balance sheet, assetsand liabilities are considered
to be fair valued on a nonrecurring basis.This generally occurs when the entity applies accounting
guidance that requires assets and liabilities to be recorded at the lower of cost or fair value, or
assessedfor impairment.

At a minimum, the Company conducts its valuations monthly for assets and liabilities carried at
fair value. Additional information regarding fair value measurements and disclosures is provided
in Note 6 (Fair Value Measurements).

Furniture, Equipment, and Leasehold Improvements

Furniture, equipment, and leasehold improvements are stated at cost less accumulated depreciation
and amortization. Furniture and equipment are depreciated on the straight-line method over their
estimated useful lives varying from 3 to 10 years. Leasehold improvements are amortized on the
straight-line method over the life of the lease or the useful life of the improvement, whichever is

§ shorter, and vary from 1 to 15 years. Accumulated depreciation and amortization on furniture,
equipment, and leasehold improvements totaled $9,650 at December 31,2018.

Goodwill and Other Intangible Assets

Goodwill represents the amount by which the cost of net assetsacquired in a business combination
exceeds their fair value. Other intangible assetsconsist of the net present value of future economic
benefits to be derived from the purchase of customer relationships, customer backlog, trademarks,
and non-compete arrangements. Other intangible assets have finite lives and are amortized on

§ either an accelerated or straight-line basis over a weighted-average life of six years. Goodwill is
deemed to have an indefinite life and is not amortized.

Applicable accounting guidance requires goodwill and other intangible assets to be subjected to
S impairment testing at least annually, or when events or circumstances change that would more-

likely-than-not reduce the fair value of goodwill below its carrying value. The Company performs
quantitative goodwill impairment testing as of October 1st of each year. The Company continues

10



KeyBanc Capital Markets Inc.

Notes to Consolidated Financial Statements

December 31,2018
(Dollars In Thousands)

2.Significant Accounting Policies (continued)

Goodwill and Other Intangible Assets (continued)

to monitor the impairment indicators for goodwill and other intangible assets, and to evaluate the
carrying amount of these assets quarterly.

The first step in goodwill impairment testing is to determine the fair value of each reporting unit.
This amount is estimated using comparable external market data (market approach) and discounted
cash flow modeling that incorporates an appropriate risk premium and earnings forecast
information (income approach). The Company has only one reporting unit and thus, if the carrying
amount of the Company's total stockholder's equity exceeds its fair value, goodwill impairment
may be indicated. In such a case, a second step of goodwill impairment testing would be performed

& whereby an estimated hypothetical purchase price for the Company would be determined

(representing the Company's fair value). This hypothetical purchase price would then be compared
to the fair value of the Company's net assets (excluding goodwill). Any excess of the estimated
purchase price over the fair value of the Company's net assetsrepresents the implied fair value of
goodwill. If the carrying amount of the Company's goodwill exceeds the implied fair value of
goodwill, the impairment loss represented by this difference is charged to earnings.

Refer to Note 7 (Goodwill and Other Intangible Assets) for additional information on the
Company's goodwill and other intangible assets.

Income Taxes

The Company is included in the consolidated federal income tax return filed by its Parent. For
financial reporting purposes, the Parent follows the policy of allocating the consolidated income
tax provision among the Parent and its subsidiaries on a separate return basis,which includes any
tax credits or carryovers and carrybacks, subject to recognition of such items on a consolidated
basis.

O Deferred income taxes areprovided for temporary differences betweenthe tax basisof an assetor
liability and its reported amount in the consolidated financial statements at the statutory tax rate.

Accounting for uncertainty in income taxes prescribes a comprehensive model for how companies
should recognize, measure, present and disclose in their financial statements uncertain tax
positions taken or expected to be taken on a tax return. Under this accounting guidance, tax
positions are recognized in the consolidated financial statements when it is more-likely-than-not
the position will be sustained upon examination by the tax authorities. Such tax positions are
initially and subsequently measured as the largest amount of tax benefit that is greater than 50%

$ 11



KeyBanc Capital Markets Inc.

Notes to Consolidated Financial Statements

December 31, 2018
(Dollars In Thousands)

2.Significant Accounting Policies (continued)

Income Taxes (continued)

likely (more-likely-than-not) of being realized upon ultimate settlement with the tax authority
assuming full knowledge of the position and all relevant facts. The Company recognizes interest

andpenalties,if any,related to unrecognizedtax benefits in incometax expense.Additionally,this
guidance requires disclosure of an annual tabular roll forward of unrecognized tax benefits. The

Company's management believes there was no liability resulting from unrecognized tax benefits
related to uncertain tax positions taken at December 31,2018.Refer to Note 8 (Income Taxes) for
further discussion of the Company's income taxes.

Investment Banking Receivables

Investment banking receivables are recognized in other receivables in the consolidated statement
of financial condition when revenue is earned.Investment banking receivables are individually

@ assessedfor impairment when current events and circumstances indicate probable inherent losses
may exist in the receivable portfolio. Indicators of impairment may include but are not limited to
receivable delinquencies, contractual disputes over earned investment banking fees,litigation, and
the overall creditworthiness of investment banking clients. When the Company has determined

& that an investment banking receivable is impaired and the amount of impairment can be reasonably
estimated, the Company recognizes an impairment allowance equal to the estimated uncollectible
amount. Impairment allowances are recorded in the consolidated statement of financial condition
as a reduction in the investment banking receivable and in the consolidated statement of operations
as a reduction in underwriting and investment banking revenue.

The Company's impairment estimate is based upon many factors including historical collection
experience and analysis of the specific facts and information regarding the collectability of the
impaired receivable. The impairment estimation process involves judgment regarding

& collectability based upon information available at the consolidated statement of financial condition
date, and the uncertainties inherent in those underlying assumptions. While the Company has based
its estimates on the best information available, future adjustments to the impairment allowance

may be necessary as a result of changes in the specific facts associated with the impaired receivable
or variances between actual and estimated results.

At December 31,2018, the Company recognized an impairment allowance of $2,402.

12



KeyBanc Capital Markets Inc.

Notes to Consolidated Financial Statements

December 31,2018

(Dollars In Thousands)

2.Significant Accounting Policies (continued)

Accrued Compensation

Accrued compensation includes employee salaries, commissions, bonuses, payroll taxes, and
benefits. Salaries, payroll taxes, and benefits are accrued based on days worked. Commissions paid

to employeesareaccruedona trade-datebasisandvarybasedon individualcommissionratesand
production volume. Bonuses payable in cash include both discretionary and non-discretionary
amounts, which are accrued as pre-determined benchmarks are met or based on estimated payouts.

Revenue Recognition

Commissions andunderwriting and investment banking revenue are recognized in accordance with
Accounting Standards Codification 606 (ASC 606), Revenuefrom Contracts with Customers. The
core principal of ASC 606 is that an entity should recognize revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration to which the
entity expects to be entitled in exchange for those good or services.Refer to Note 10 (Revenue
from Contracts with Customers) for further discussion on the Company's revenue recognition for
commissions and securities underwriting revenue.

Principal transactions revenue represents revenue earned from the purchasing and selling of
securities in the secondary market to satisfy fixed income customer demand. Revenues in the form
of realized and unrealized trading gains and losses are recognized on a trade date basis.Realized
gains and losses on sales of securities are generally determined based upon the sale of positions
held on a first-in-first-out basis.

Interest revenue and expense associated with securities owned and securities sold, not yet
purchased, respectively, are recognized based on the settlement date of the underlying purchase or
sale and accrued into income and expense using the effective yield method.



KeyBanc Capital Markets Inc.

Notes to Consolidated Financial Statements

December 31,2018
(Dollars In Thousands)

2.Significant Accounting Policies (continued)

Stock-Based Compensation

Stock-based payments are awarded by the Parent to certain employees of the Company as
compensation for services provided. In substance, the Parent contributes capital to the Company,

andthe Companyrecordsstock-basedcompensationexpensefor its employeesin exchangefor
G services rendered.

Stock-based compensation is measured using the fair value method of accounting on the grant
date. The measured cost is recognized over the period during which the recipient is required to

O provide service in exchange for the award. The Company estimates expected forfeitures when

g stock-based awards are granted and records compensation expense only for awards that are
expected to vest. Compensation expense related to awards granted to employees is recorded in
employee compensation and benefits in the consolidated statement of operations.

The Company recognizes compensation cost for stock-based, mandatory deferred incentive
compensation awards using the accelerated method of amortization over a period of approximately
five years (the current year performance period and a four-year vesting period, which generally
starts in the first quarter following the performance period) for awards granted in 2012 and after.

g Employee stock options typically become exercisable at the rate of 25% per year, beginning one
year after the grant date. Options expire no later than ten years after their grant date.The Company
recognizes stock-based compensation expense for stock options with graded vesting using an
accelerated method of amortization.

The Company estimates the fair value of options granted using the Black-Scholes option-pricing
model, as further described in Note 13 (Stock-Based Compensation).

14



KeyBanc Capital Markets Inc.

Notes to Consolidated Financial Statements

December 31, 2018
(Dollars In Thousands)

2.Significant Accounting Policies (continued)

Accounting Guidance Adopted in 2018

Standard Date of Description Effect on Financial Statements or Other
Adoption Sigmficant Matters

ASU 2014-09, Revenue January 1,2018 These Accounting Standards The Company adopted ASC 606, Revenue

from Contracts with Updates(ASU) supersedethe from Contracts with Customers (ASC606),

O Customers (Topic 606) revenue recognition guidance in using the modified retrospective method forASC 605, Revenue Recognition, those contracts which were not completed

ASU 2015-14, and most industry-specific as of that date.

Deferral ofEffective guidance. The core principle of
Date these ASUs is that an entity Upon adoption of ASC 606, the Company

should recognize revenue to changed the timing of when securities

ASU 2016-08, depict the transfer of promised underwriting revenuesare recognized.

Principal versus Agent goods or services to customers in Securitiesunderwriting revenues are now
Considerations an amount that reflects the recognized on trade date less an estimate for

consideration to which the enthy transaction-related expenses. Previously,

ASU 2016-10' expects to be entitled in these revenueswere recognized when the

Identifying exchange for those goods or earnings process was complete based upon
Performance services. the estimated amount of net revenue that
Obligations and was deemedcollectable. In connection with

Licensing These ASUs canbe implemented this change, the Company recognized a
using a retrospective method, or transition adjustment to the opening balance

ASU 2016-11, a cumulative-effect approach to of retained earnings of $1,773, net of tax
Rescission of SEC new contracts and existing
Guidance because of contracts with performance expense.

Accounting Standard obligations as of the effective The adoption of ASC 606 also required the

Updates 2014-09 and date. Company to changethe income statement

2014-16pursuant to presentation for securities underwriting and

StaffAnnouncements at investment banking costs from a net

the March 3, 2016 presentation model (in underwriting and

EITF Meeting investment banking revenue) to a gross

ASU 2016-12, presentation model in the consolidated
statement of mcome.

Narrow-scope

Improvements and ASC 606 requires entities to provide
Practical Expedients additional disclosures about revenues

including the nature, amount, timing ande ASU 2016-20,Technical Corrections uncertainties of revenues, certam costs and

andImprovements to cash flows arising from contracts with
Topic 606, Revenue customers.Refer to Note 2 (Significant
from Contracts with Accounting Policies) and Note 10 (Revenue

Customers from Contracts with Customers) for the

Company's ASC 606 revenue disclosures.
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$ 2.Significant Accounting Policies (continued)

Accounting Guidance Adopted During 2018 (continued)

Date of Effect on Financial Statements or Other
Standard Description

Adoption Significant Matters

ASU 2018-13, Fair September30, The ASU amends disclosure requirements The Company early adopted the disclosures no
Value 2018 related to fair value measurements. longer required by the guidance as of September

Measurement: (removed Specifically, entities are no longer required 30,2018, and anticipates early adopting the
Disclosure disclosures to disclose transfers between Level 1 and additional provisions of the standard in 2019.

Framework only) Level 2 of the fair value hierarchy, or The adoption of this standardwill not result in

qualitatively disclosethe valuation process significant changesto the Company's
An entity is for Level 3 fair value measurements.The disclosures and there will beno effect to the

permitted to updated guidance requires disclosure of the Company's financial condition or results of

early adopt changes in unrealized gains and losses for operations.
any removed the period included in Other Comprehensive
or modified Income for recurring Level 3 fair value

disclosures measurements.Entities also will be required

upon issuance to disclose the range and weighted average
of this ASU usedto develop significant unobservable

and delay inputs for Level 3 fair value measurements.

adoption of

the additional The additional provisions of the guidance

disclosures should be adopted prospectively, while the

until their eliminated requirements should be adopted

effective date. retrospectively.
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2.Significant Accounting Policies (continued)

Accounting Guidance Adopted During 2018 (continued)

Standard Date of Description Effect on Financial Statements or Other
Adoption Significant Matter

ASU2017-09, January1,2018 TheASUamendsASCTopic718, Theadoptionofthis guidancedidnot havea
Scope of Compensation - Stock Compensation, material effect on the Company's financial

Modification and clarifies when changesto terms condition or results of operations.
Accounting and conditions for share-based

payment awards should be accounted
for as modifications. Under the new

guidance, entities should apply the

modification guidance unless the fair
value of the modified award is the

sameasthe fair value of the original

award immediately before

modification, the vesting conditions
of the modified award are the sameas

the vesting conditions of the original
award immediately before

modification, and the classification of

the modified award (as equity or

liability instrument) is the sameas the

classification of the original award

immediately before modification.

ASU 2016-18, January 1,2018 The ASU amendsTopic 230, Refer to the consolidated statement of cash
Statement of Statement of Cash Flows, and flows andNote 2 (Significant Accounting

Cash Flows requires entities to show the changes Policies) for thenew disclosures required

in the total cash, cashequivalents, upon adoption of this ASU.The adoption of
restricted cashand restricted cash this ASU had no impact on the Company's

equivalents in the statement of cash statement of financial condition or results of

flows. Additionally, when cash, cash operations.

equivalents, restricted cash, and

restricted cash equivalents are

presented in more than one-line item

in the balance sheet,this ASU

requires (either on the face of the
statementof cash flows or in the

notes to the financial statements) a
reconciliation of the totals in the

statement of cash flows to the related

captions on the balancesheet.
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2.Significant Accounting Policies (continued)

@ Accounting Guidance Pending Adoption at December 31,2018 (continued)

Date of Effect on Financial Statements or Other

Standard Adoption Description Significant Matter

ASU2016-02, January1,2019 TheASUcreatesASCTopic842, TheCompanyhascompletedtheidentificationof
Leases (Topic Leases, and supersedes Topic 840, leases for adoption of the standard including the

842) Early adoption Leases. The ASU requires that a lessee evaluation of service contracts for embedded
is permitted recognize assets and liabilities for leases. New processes and internal controls have

ASU 2018-01, leaseswith leaseterms of more than 12 been put into place to comply with the updated
Leases (Topic months. For leases with a term of 12 standard.

842): Land months or less,a lesseeis permitted to

Easement make an accounting policy election by The adoption of this guidance on January 1,2019,

Practical classof underlying asset not to will result in an increasein right-of-use assets and

Expedient recognize leaseassetsand lease associatedleaseliabilities arising from real estate

liabilities. Leveraged leasesthat operating leases in which the Company is the
ASU 2018-10 commenced before the effective date lessee.The amount of the right-of-use assetsand

Codification of the new guidance are grandfathered. associated leaseliabilities recorded at adoption

Improvements The recognition, measurement, and will beprimarily basedon the present value of

to Topic 842 presentation of expensesand cash unpaid future minimum leasepayments, the

flows arising from a leaseby a lessee amount of which will reflect the population of

ASU 2018-11' primarily will depend on its leasesin effect at the date of adoption. The
Leases (Topic classification asa finance or operating Company's minimum future rental payments

842): Targeted lease.However, the ASU will require under noncancelable real estate operating leases

Improvements both types of leasesto be recognized at December 31, 2018 were $5,229 (refer to Note

ASU 2018-20, on the balance sheet. It also requires 14 "Commitments and Contingencies"). Based on
. enhanceddisclosures to better the leaseportfolio at that time, the Company

Leases (Topic

842): Narrow understand the amount, timing, and expectsto gross up the balance sheet upon
uncertainty of cash flows arising from adoption by approximately $4,700.
leases.These disclosures include

Improvements qualitative and quantitative The Company doesnot expect the adoption of

for Lessors requirements, providing additional this guidance to have a material impact on the

information about the amounts recognition of operating leaseexpense in the
recorded in the financial statements. consolidated statement of income.

The guidance should be adoptedusing

a modifled retrospective approach.

However, entities may choose to

measure and present the changesat the

beginning of the earliest period

presented, or to reflect the changesas

of the adoption date.
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@ 2.Significant Accounting Policies (continued)

Accounting Guidance Pending Adoption at December 31,2018 (continued)

Date of Effect on Financial Statements or

Standard Adoption Description Other Significant Matter

ASU 2017-04, January 1, The ASU amends ASC Topic 350, Intangibles - The adoption of this accounting

Simplifying the 2020 Goodwill and Other and eliminates the second step guidance is not expected to have a
Testfor of the test for goodwill impairment. Under the new material effect on the Company's

Goodwill Early adoption guidance, entities will comparethe fair value of a financial condition or results of

Impairment is permitted reporting unit with its carrying amount. If the operations.
carrying amount exceeds the reporting unit's fair

value, the entity is required to recognize an

impairment charge for this amount. The new

method applies to all reporting units andthe

performance of a qualitative assessment is still
allowable.

The guidance should be implemented using a

prospective approach.

3.Securities Owned and Securities Sold, but Not Yet Purchased

Securities owned and securities sold, but not yet purchased, at December 31,2018, consist of the
O following:

Securities

Sold,But
Securities Not Yet

Owned Purchased

Securities:

U.S.and Canadian government obligations $ 351,793 $ 372,869
Corporate obligations 376,409 141,899
State and municipal government obligations 59,958 -

Stocks and warrants 31 4
Other securities 3 14,103

$ 788,194 $ 528,875
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@ 4.Financial Instruments with Off-Balance Sheet and Credit Risk

In the ordinary course of business, the Company's activities involve the execution, settlement and
financing of various securities transactions. These activities may expose the Company to credit
and market risks in the event the customer, counterparty, or clearing firm is unable to fulfill its

contractual obligations.A substantial portion of the Company's transactions are
collateralized. The Company's exposure to credit risk associated with the nonperformance can be

adversely affected by volatile trading markets. The Company monitors concentrations of credit
risk on both an individual and group counterparty basis and seeks to limit risk through

G consideration of various factors, including the financial strength of counterparties and industry
segments, reviewing the size of positions or commitments, analyzing the expected duration of the
positions, and by entering into legally enforceable master netting arrangements. Where considered
necessary, the Company requires a deposit of additional collateral or a reduction of securities

& positions.

All securities owned are pledged to the third-party clearing organization on terms that permit it to
sell or repledge the securities to others, subject to certain limitations. Securities sold, but not yet
purchased, represent obligations of the Company to deliver the specified security in the market at

& contracted price and thereby creates a liability to repurchase the security in the market at prevailing
prices, if not owned by the Company. These transactions result in off-balance sheet market risk,
as the Company's ultimate obligation to satisfy the transaction may exceed the amount recognized
in the consolidated statement of financial condition.

5.Derivative Financial Instruments

Derivative instruments are contracts between two or more parties that have a notional amount and
an underlying variable, require a small or no net investment, and allow for the net settlement of

G positions. A derivative's notional amount serves as the basis for the payment provision of the
contract, and takes the form of units, such as shares or dollars. A derivative's underlying variable

is a specified interest rate, security price, commodity price, foreign exchange rate, index, or other
variable. The interaction between the notional amount and the underlying variable determines the

& number of units to be exchangedbetween the parties andinfluences the fair value of the derivative
contract.
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5.Derivative Financial Instruments (continued)

Derivative assetsand liabilities are recorded at fair value on the consolidatedstatement of financial

condition, after taking into account the effects of bilateral collateral and master netting agreements.
O These agreements allow the Company to settle all derivative contracts held with a single party on

a net basis, and to offset net derivative positions with related collateral, where applicable. As a
result, the Company could have derivative contracts with negative fair values included in
derivative assets on the consolidated statement of financial condition and contracts with positive
fair values included in derivative liabilities.

The Company's derivative financial instruments consist of over the counter (OTC) interest rate
and credit default swaps and forward purchase and sale contracts. Interest rate and credit default
contracts are entered into for the purpose of economically hedging the fair value of certain

& corporate bond and agency collateralized mortgage obligation inventory positions. The
counterparty to these swap contracts is the Company's affiliate KeyBank N.A. (KeyBank). The
Company has entered into a master netting agreement with KeyBank for these contracts.

O Forward purchase and sale contracts consist of contractual commitments associated with "to be
announced" (TBA) securities and when-issued securities. TBA transactions represent forward
contracts pertaining to undefined pools of mortgages,. including collateralized mortgage
obligations (CMO's), which give the Company the right to receive or obligation to deliver
mortgage securities in the future. The Company enters into these contracts primarily for delivery
to customers and,to a lesser extent, to economically hedge the fair value of certain of its mortgage-

related inventory positions. These forward contracts are generally short-term in nature and have
maturity or settlement dates of 90 days or less.TBAs are recognized on the consolidated statement
of financial condition on a gross basis as the Company has not entered into master netting

§ agreements with counterparties to these contracts.

The Company enters into when-issued security transactions to facilitate the purchase and sale of
new issue asset-backed securities (ABS) on behalf of KeyBank. Similar to TBAs, these forward
contracts are generally short-term in nature and are recognized on the consolidated statement of
financial condition on a gross basis as the Company has not entered into master netting agreements
with counterparties to these contracts. At December 31,2018, these instruments havematurity or
settlement dates ranging from less than one year and one to three years. Refer to Note 11 (Related-

O Party Transactions) for further discussion on these transactions.
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& 5.Derivative Financial Instruments (continued)

The following table presents the notional amount and derivative fair value of the Company's
derivative instruments outstanding at December 31,2018.

Fair Value
Notional Derivative Derivative

Amount Assets Liabilities

& Interest rate swaps $ 71,000 $ - $2,612
Credit default swaps 1,500 - 33

Total gross fair value - 2,645
Netting adjustments(a)

Cash collateral(s) - (2,470)
@ Net derivatives in the balance sheet - 175

Forward purchase contracts 511,632 5,687 6
Forward sale contracts 540,353 - 5,369

Net derivative amounts $5,687 $5,550

WNetting adjustments represent the amounts recorded to convert the Company's derivative assetsand liabilities from
a gross basis to a net basis in accordance with applicable accounting guidance.
MRepresents pledged cash collateral on deposit with KeyBank.

Derivative net realized gains and losses are recognized in principal transactions revenue in the
consolidated statement of operations. The following table presents the pre-tax net losses for the
Company's derivative instruments for the year endedDecember 31,2018.

Interest rate swaps $(1,837)
Credit default swaps (125)
Forward purchase and sale contracts (360)

Total $(2,322)
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6.Fair Value Measurements

Fair Value Determination

Fair value is the price to sell an asset or transfer a liability in an orderly transaction between market
participants in the Company's principal market. The Company has established and documented its

processfor determining the fair values of its assets and liabilities, where applicable. Fair value is
based on quoted market prices, when available, for identical or similar assets or liabilities. In the

absence of quoted market prices, management determines the fair value of the Company's assets
& and liabilities using valuation models or third-party pricing services. Both of these approaches rely

on market-based parameters, when available, such as interest rate yield curves, option volatilities
and credit spreads,or unobservable inputs. Unobservable inputs may be based on management's
judgment, assumptions and estimates related to credit quality, liquidity, interest rates and other

O relevant inputs.

Valuation adjustments, such as those pertaining to counterparty and the Company's own credit
quality and liquidity, may be necessary to ensure that assets and liabilities are recorded at fair
value. Credit valuation adjustments are made when market pricing does not accurately reflect the

G counterparty's or the Company's credit quality. Management makes liquidity valuation
adjustments to the fair value of certain assets to reflect the uncertainty in the pricing and trading
of the instruments when the Company is unable to observe recent market transactions for identical
or similar instruments. Liquidity valuation adjustments are based on the following factors:

• the amount of time since the last relevant valuation;

• whether there is an actual trade or relevant external quote available at the measurement
& date; and

• volatility associated with the primary pricing components.

The Company ensures that its fair value measurements are accurate and appropriate by relying
upon various controls, including:

• an independent review and approval of valuation models and assumptions;

• recurring detailed reviews of profit and loss; and

• a validation of valuation model components against benchmark data and similar products,
where possible.
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6.Fair Value Measurements (continued)

The Company recognizes transfers between levels of the fair value hierarchy at the end of the
reporting period. On a quarterly - basis, management reviews any changes to valuation

S methodologies to ensure they are appropriate and justified, and refines valuation methodologies as
more market-based data becomes available. The Company has prepared formal documentation of

the fair value methodologies.This documentation details the asset or liability class and related
general ledger accounts, valuation techniques, fair value hierarchy level, market participants,

accounting methods,valuation methodology, and valuation inputs.

Additional information regarding the Company's accounting policies for determining fair value is
provided in Note 2 (Significant Accounting Policies) under the heading "Fair Value
Measurements."

Qualitative Disclosures of Valuation Techniques

Securities owned and securities sold, but not yet purchased (Securities): The Company owns
several types of securities,requiring a rangeof valuation methods:

• Securities are classified as Level 1 when quoted market prices are available in an active
market, for the identical securities. Level 1 instruments include exchange-traded equity
securities.

• Securities are classified as Level 2 if quoted prices for identical securities are not available,
O and fair value is determined using pricing models (either by a third-party pricing service or

internally) or quoted prices of similar securities. These instruments include municipal bonds,
bonds backed by the U.S.and Canadian governments, securities issued by the U.S.Treasury,
corporate bonds, certain mortgage and other asset-backed securities, certain agency

S collateralized mortgage obligations, bankers acceptances, certificates of deposit, and
commercial paper.Inputs to the pricing models includeactual trade data (i.e.,spreads,credit
ratings and interest rates) for comparable assets, and standard inputs such as yields,

broker/dealerquotes, bids andoffers.
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6.Fair Value Measurements (continued)

Derivatives: The Company's derivative instruments consist of interest rate swaps, credit default
swaps, and forward contracts to purchase and sell TBA and when-issued securities. These
instruments are classified as Level 2 as quoted prices for identical instruments are not available
and fair value is determined using pricing models that use observable inputs (either by a third-

partypricing service or internally) or quotedprices of similar instruments.

Inputs to interest rate and credit default swap third-party pricing models primarily consist of
G interest rate curves, yield curves, LIBOR and Overnight Index Swap (OIS) discount rates and

curves, index pricing curves, and volatility surfaces (a three-dimensional graph of implied
volatility against strike price and maturity). Inputs to TBA and when-issued security third-party

pricing models primarily consist of actual market trade data (i.e.,spreads and interest rates) for
comparable instruments and standard inputs such as yields, broker/dealer quotes, bids and offers,
and interest rate swap curves.

Assets and Liabilities Measured at Fair Value on a Recurring Basis

& Certain assets and liabilities are measured at fair value on a recurring basis in accordance with
U.S. GAAP. The following table presents the Company's assets and liabilities measured at fair
value on a recurring basis at December 31,2018.
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6.Fair Value Measurements (continued)

Level 1 Level 2 Level 3 Total

Assets measured on a recurring basiso:
Securities owned:
U.S.andCanadian government obligations $ - $351,793 $ - $351,793
Corporate obligations - 376,409 - 376,409
State and municipal government obligations - 59,958 - 59,958
Stocks andwarrants 31 - - 31
Other securities 3 - - 3
Total securities owned 34 788,160 - 788,194

Derivative assets:

Forward purchase contracts - 5,687 - 5,687
Total derivative assets - 5,687 - 5,687

Total assetson a recurring basis at fair value $34 $793,847 $ - $793,881

Liabilities measured on a recurring basisW:
Securities sold, but not yet purchased:

U.S.and Canadian government obligations $ - $372,869 $ - $372,869
Corporate obligations - 141,899 - 141,899
Stocks and warrants 4 - - 4

Other securities 14,103 - - 14,103
Total securities sold, but not yet purchased 14,107 514,768 - 528,875

Derivative liabilities:
Interest rate swaps - 2,612 - 2,612
Credit default swaps - 33 - 33
Forward purchase contracts - 6 - 6
Forward sale contracts - 5,369 - 5,369

Derivative liabilities - 8,020 - 8,020
Netting adjustmentsW , - (2,470) . - (2,470)
Total derivative liabilities - 5,550 - 5,550
Total liabilities on a recurring basis at fair value $ 14,107 $520,318 . $ - $534,425

WDuring 2018 the Company had no Level 3 recurring assetsor liabilities.
W Netting adjustmentsrepresent the amounts recorded to convert the Company's derivative assetsand liabilities from
a gross basis to a net basis in accordance with applicable accounting guidance. The net basis takes into account the

impact of bilateral collateral and master netting agreementsthat allow the Company to settle all derivative contracts
with a single counterparty on a net basis and to offset the net derivative position with the related cashcollateral. Total
derivative assets and liabilities include these netting adjustments.
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7.Goodwill and Other Intangible Assets

Goodwill and identifiable intangible assets were recognized in connection with the Company's

April 2015 merger with Pacific Crest Securities and its October 2017 acquisition of Cain Brothers
& Company. Of the total goodwill and intangible assets capitalized, only the balances associated

& with the Cain acquisition are deductible for tax purposes. Refer to Note 2 (Significant Accounting

Policies)for additionalinformationpertainingto theCompany'saccounting policiesongoodwill
and other intangible assets.

At December 31,2018, the carrying amount of goodwill was $117,158. There were no changes
recognized to the carrying amount of goodwill in 2018.

The following table shows the gross carrying amount and the accumulated amortization of the
Company's other intangible assets at December 31,2018.

Gross Carrying Accumulated
Amount Amortization

Customer relationships $26,456 $ (7,758)
Customer backlog 7,000 (7,000)
Trademarks 1,114 (706)
Non-compete agreements 2,306 (2,306)

Total $36,876 $(17,770)

Intangible asset amortization expense totaled $8,661during 2018. Estimated amortization expense
for the next five years is as follows: 2019 - $4,908; 2020 - $4,170;2021 - $3,314; 2022 - $2,634;
and 2023 - $1,953.
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8.Income Taxes

The Company is included in the consolidated federal income tax return filed by its Parent.
For financial reporting purposes, the Parent follows the policy of allocating the consolidated
income tax provision among the Parent and its subsidiaries on a separate return basis, which
includes any tax credits or carryovers and carrybacks, subject to recognition of such items on a
consolidatedbasis.Incometax benefitsincludedin theconsolidated statement of operationsare
summarized below:

Current benefit:
Federal $(6,509)
State (1,042)

Total current benefit (7,551)
Deferred benefit:

Federal (1,930)
State (306)

Total deferred benefit (2,236)
Total income tax benefit $(9,787)

The difference between income tax benefit and the amount computed by applying the statutory
federal tax rate of 21% to loss before income taxes was as follows:

Amount Rate

Loss before income taxes at 21% U.S.statutory
G federal tax rate $(6,334) (21.0)%

State income tax, net of federal tax benefit (1,065) (3.5)
Tax-exempt interest income (203) (.7)
Disallowed meals and entertainment 866 2.9
Executive compensation 841 2.8
Stock-based compensation (3,779) (12.5)
Tax Cuts and Jobs Act (35) (.1)
Other (78) (.3)
Total income tax benefit $(9,787) (32.4)%

Deferred income taxes reflect the net tax effects of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for income
tax purposes.
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8.Income Taxes (continued)

Significant components of the Company's deferred tax assets and liabilities as of December 31,
2018 were as follows:

Deferred tax assets:

Employeecompensationaccruals $34,049
Furniture and equipment 443

Accrued expenses 986
O Capitalized intangible assets ' 1,979

Other 10

Total deferred tax assets 37,467

Deferred tax liabilities:

O Goodwill (914)
Prepaid expenses (198)
State taxes (666)

Total deferred tax liabilities (1,778)
Total net deferred tax assets $35,689

O , Deferred tax assets are recoverable from the Parent when they are able to be used.An assessment
is conducted of all available evidence to determine the amount of deferred tax assets that are more-

likely-than-not to be realized, and therefore recorded. This evidence includes the Parent's taxable
income in prior periods, projected future taxable income, potential tax-planning strategies and
projected future reversals of deferred tax items. Based on these criteria, the Company currently
believes that it is more-likely-than-not that the net deferred tax asset will be realized in future

periods.

In addition, the Company recorded an income tax benefit of $35 related to the Tax Cuts and Jobs
O Act ("TCJ Act") which increased the effective tax rate by 0.1%in the year. The additional benefit

is related to finalizing certain estimatesin our deferredincome taxes basedupon information that
was not available at the time of the Company's original estimate. This adjustment finalized the
Company's review of the initial income tax impact of the TCJ Act and brought the total impact as
an expense to earnings of $19,420.
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O 8.Income Taxes (continued)

Total federal and state income taxes refunded from the Parent during 2018 were $9,639. At
December 31, 2018, the Company had a $19,058 intercompany payable to the Parent for federal
and state income taxes, which is included in other liabilities on the consolidated statement of

G financial condition.

9.Short-Term Borrowings

& The Company enters into unsecured borrowings with the Parent under renewable lines of credit.
At December 31, 2018, the Company had ongoing committed credit arrangements of $1,750,000
with the Parent. The Company pays no commitment fees for access to the committed facility with
the Parent, and the interest on these lines of credit is based on prevailing short-term rates. There
were no outstanding borrowings with Parent at December 31,2018.

10.Revenue from Contracts with Customers

The following table represents a disaggregation of revenue from contracts with customers for 2018
O that were accounted for under ASC 606.

Commissions $ 69,020

Underwriting and investment banking

Underwriting fees 97,839
Advisory fees 151,774

Total underwriting and investment banking $249,613

Total revenue from contracts with c'ustomers $318,633

Commissions represent revenue earned from trade execution and research services provided on
behalf of the Company's institutional equity customers. In exchange for providing these services,
customers are charged a commission upon execution of an equity buy or sell trade with the
Company. Commissions and related clearing expenses are recognized on trade date which is the
date the Company fulfills a customer trade order by contracting the trade with another counterparty
and confirming the trade with the customer. Trade date or point in time recognition of commission
revenue results because the Company's performance obligation is satisfied on this date as the

underlying purchaser of the equity instrument is identified, the pricing of the trade is agreed upon
4 by both parties and the risks and rewards of ownership have been transferred to/from the customer.
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S 10.Revenue from Contracts with Customers (continued)

Underwriting and investment banking revenue represents transaction fees earned from securities
underwriting and advisory services provided to public and private business entities. Securities
underwriting services are rendered to assist customers (issuers) raise equity and debt investment

G capital from investors through securities offerings. Revenue earned from the Company's role as

securitiesunderwriteris recognizedon tradedatewhichapproximatesthe datethe Companyis
contractually obligated to purchase its proportional share of securities from the issuer. Trade date

or point in time recognition of underwriting fees results as the Company has completed its
underwriting performance obligations and the issuer obtains control and benefit of the securities
offering on this date.

Advisory services are provided by the Company to customers to assist them with mergers and
§ acquisition (M&A) and debt placement transactions. Revenue for these advisory services are

recognized at a point in time upon completion of the contractually identified transaction or service.

Transaction-related expenses associated with underwriting and investment banking and advisory
revenues are recognized on a gross basis within promotions and development and other operating
expenses in the consolidated statement of income.

11.Related-Party Transactions

The Company enters into transactions with the Parent and its affiliates.

The Parent's banking subsidiary KeyBank provides certain support services to the Company. Such
services include accounting, legal, human resources, payroll, tax, risk management, insurance,
communications, facilities, distribution, printing and computer processing. The Company may be

provided these services under one or more service agreements with the respective providing
affiliate.

O Support service charges from KeyBank for 2018 were:

Communications $ 2,089
Occupancy and equipment 12,595
Processing fee 4,770
Management fee 7,479

. $ 26,933
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11.Related-Party Transactions (continued)

At December 31,2018, a net payable of $292 was due to KeyBank for the aforementioned support
services.

During 2018, the Company held certain debt securities issued by the Parent and its subsidiaries.
At December 31, 2018, $22,986 and $19,703 of these debt securities were recognized in the

. Company's securities owned and securities sold, but not yet purchased portfolios, respectively.

Interest income andinterest expense recognizedin earnings on these holdings were $951 and $452,
respectively, during 2018.

The Company sells certain investment and non-investment grade loans on behalf of KeyBank. In
connection with these transactions, the Company earns sales concessions from KeyBank when
such loans are sold in the secondary market. The amount of sales concessions earned in 2018
totaled $3,892and at December 31,2018, the Company recognized a receivable from KeyBank of
$1,257 associated with these transactions.

During 2018, KeyBank consummated capital raise transactions and engaged the Company to act
as lead bookrunner in these transactions. Investment banking revenue recognized by the Company
in connection with these capital raise transactions totaled $1,784.

O The Company enters into when-issued security transactions with KeyBank to facilitate the
purchase and sale of new issue asset backed securities (ABS), collateralized by KeyBank
commercial mortgage loans. These when issued security transactions with KeyBank represent a
contractual commitment to purchase the to-be-issued ABS security and are accounted for as
derivative instruments. The notional derivative asset and liability, fair value derivative asset, and
fair value derivative liability amounts associated with these instruments were $469,770, $5,401,
$5,385, and $6, respectively, at December 31, 2018. Refer to Note 5 (Derivative Financial
Instruments) for further information on these derivative instruments.

O The Parent engages the Company to facilitate the purchase of KeyCorp common shares in the
secondary market in connection with its share repurchase program. The Company earns
commissions from Parent for these common share repurchases. During 2018, commissions
revenue paid to the Company by Parent totaled $1,080.
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11.Related-Party Transactions (continued)

The Company enters into interest rate and credit default swap transactions with KeyBank to
economically hedge the fair value of certain long trading inventory positions. Refer to Note 5
(Derivative Financial Instruments) for further information on these derivative instruments.

In the normalcourseof business,certain investmentbankersof the Companyparticipate in
generating loan syndication, foreign exchange and derivative product revenue on behalf of

KeyBank. The revenue associated with these products are recognized by KeyBank while the
corresponding personnel-related costs of the investment bankers are recognized by the Company.
During 2018, KeyBank paid $19,000to the Company for compensation attributed to its investment
bankers' participation in producing revenue for KeyBank.

12.Employee Benefit Plans

Employees of the Company are covered under a 401(k) plan sponsored by the Parent. The plan
permits eligible employees to contribute from 1% to 100% of eligible compensation with up to 6%
being eligible for matching contributions. The plan also permits the distribution of a discretionary
annual profit-sharing contribution, which was 2.0% of eligible compensation for employees
eligible on the last business day of the 2018 plan year. For the year ended December 31, 2018, the
Company's contribution expense was $9,349, included in Employee compensation and benefits
expense on the consolidated statement of operations.

Effective December 31, 2009, the Parent amended the defined benefit pension plan to freeze all
benefit accruals and close the pension plan to new employees. The Company will continue to credit
existing participants' account balances for interest until participants receive their plan benefits.

Substantially all of the Company's employees who meet certain specified conditions are eligible
for benefits under group medical and dental plans and postretirement health care and life insurance
plans established by the Parent. Costs related to the plans incurred by the Parent on behalf of the
Company's employees are allocated to the Company based on management's estimate of the
Company's proportionate share of the related costs. For the year endedDecember 31, 2018, the

O Company's allocated benefit was $320, included in other operating expense on the consolidated
statement of operations.
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13.Stock-Based Compensation

The Company's employees participate in long-term incentive compensation plans administered by
the Parent. These long-term incentive award plansprovide for the granting of stock options, stock
appreciation rights, restricted stock, restricted stock units, performance shares, performance units,
other awards which may be denominated or payable in or valued by reference to the Parent's
common sharesor other factors, discounted stock purchases,and deferred compensation to eligible
employees of the Company.

O Total compensation expense recognized by the Company for the long-term compensation plans
was $29,230 for 2018. The total income tax benefit recognized in the consolidated statement of

operations for these plans was $6,919 for 2018.

O Stock Options

Stock options granted to employees generally become exercisable at the rate of 25% per year. No
option granted by the Parent will be exercisable less than one year after, or expire later than ten
years from, the grant date. The exercise price is the closing price of the Parent's common shares
on the grant date.

The fair value of stock options granted is performed using the Black-Scholes option-pricing model.
This model was originally developed to determine the fair value of exchange-traded equity options,

N which (unlike employee stock options) have no vesting period or transferability restrictions.
Because of these differences, the Black-Scholes model does not precisely value an employee stock

option, but it is commonly used for this purpose.The model assumes that the estimated fair value
of an option is amortized as compensation expense over the option's vesting period.

@ The Black-Scholes model requires several assumptions, which were developed and updated by the
Parent based on historical trends and current market observations. The determination of the fair

value of options is only as accurate as the underlying assumptions. The assumptions pertaining to

options issued during 2018 are shown in the following table.

Average option life 6.5years
Future dividend yield 2.28%
Historical share price volatility .282
Weighted-average risk-free interest rate 2.77%
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§ 13.Stock-Based Compensation (continued)

Stock Options (continued)

§ The total compensation cost and related income tax benefit for stock options was $501 and $119,

g respectively, during 2018.The weighted-average grant-date fair value of options was $5.12 for
options granted during 2018. During 2018, stock option exercises numbered 116,672 and the
aggregate intrinsic value of exercised options was $1,199. As of December 31, 2018, unrecognized

$ compensation cost related to nonvested options under the plans totaled $390. The Company
expects to recognize this cost over a weighted-average period of 2.2 years. During 2018, cash
received by Parent from options exercised was $1,156 and the actual tax benefit realized for the
tax deductions from options exercised totaled $255.

Long-Term Incentive Compensation Program

The Parent's Long-Term Incentive Compensation Program (the "Program") rewards senior
executives critical to the Company's long-term financial success. Awards are granted annually in

$ a variety of forms:

• deferred cash payments that generally vest and are payable at the rate of 25% per year;

. time-lapsed (service condition) restricted stock units payable in stock, which generally
vest at the rate of 25% per year;

. performance units payable in stock, which vest at the end of the three-year performance
cycle and will not vest unless KeyCorp attains defined performance levels; and

4
g • performance units payable in cash,which vest at the end of the three-year performance

cycle and will not vest unless KeyCorp attains defined performance levels.

Performance units vested in 2018 numbered 90,101and were paid in cash.The total fair value of
g the performanceunits that vested in 2018 was$1,894.

The compensation cost of time-lapsed and performance-based restricted stock or unit awards
granted under the Program is calculated using the closing trading price of the Parent's common

& shares on the grant date.
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13.Stock-Based Compensation (continued)

Long-Term Incentive Compensation Program (continued)

Unlike time-lapsed and performance-based restricted stock or units, dividends are not paid during
& the vesting period for performance shares or units that may become payable in excess of targeted

performance.

The total compensation cost and related income tax benefit recognized for the Program totaled
& $14,839and $3,513, respectively, in 2018. The weighted-average grant-date fair value of awards

granted under the Program was $20.09 during 2018. As of December 31, 2018, unrecognized
compensation cost related to nonvested shares under the Program totaled $17,027.The Company
expects to recognize this cost over a weighted-average period of 2.45years.The total fair value of
shares vested was $27,516 in 2018.

Deferred Compensation and Other Restricted Stock Awards

KeyCorp's deferred compensation arrangements include voluntary and mandatory deferral
4 programs for common shares awarded to certain employees and directors of the Company.

g Mandatory deferred incentive awards vest at the rate of 25% per year beginning one year after the
deferral date for awards granted in 2012 and after. Deferrals under the voluntary programs are
immediately vested.

@ Total compensation cost and related income tax benefit recognized for these deferred
compensation arrangements totaled $13,890 and $3,288,respectively, in 2018. The weighted-
average grant-date fair value of awards granted was $21.00during 2018. As of December 31,2018,
unrecognized compensation cost related to nonvested restricted stock or units expected to vest

$ under these special awards totaled $14,299. The Company expects to recognize this cost over a
weighted-average period of 3.3years. The total fair value of restricted stock or units vested was
$9,116 in 2018.

Information pertaining to the Company's method of accounting for stock-based compensation is
included in Note 2 (Significant Accounting Policies) under the heading "Stock-Based
Compensation."
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14.Commitments and Contingencies

Underwriting and When Issued Commitments

In the normal course of business, the Company routinely enters into firm underwriting
& commitments. There were no outstanding commitments at December 31, 2018.

Derivatives

& The Company enters into commitments with counterparties to purchase and sell TBA and when
issued securities. Refer to Note 5 (Derivative Financial Instruments) for further details on these
instruments and related commitments.

Obligations Under Noncancelable Leases

The Company has noncancelable operating leases primarily consisting of leased office space that
expire at various dates over the next three years. Aggregate commitments under these operating
leases in effect as of December 31,2018, with initial or remaining noncancelable lease terms in
excess of one year were approximately $5,229,payable as follows: 2019 - $2,970;2020 - $2,077;
and 2021 - $182.Certain of these leases have escalation clauses based on certain increases in costs

incurred by the lessor and renewal options. Rental expense associated with the Company's
operating lease obligations totaled $2,834 for the year ended December 31,2018.The Company
has sublease arrangements associated with two of its leased properties. Sublease rental income

§ associated with these arrangements totaled $286 for the year ended December 31, 2018. At
December 31,2018, the total amount of future sublease rental payments to be received was $931.

Litigation and Contingencies

In the ordinary course of business, the Company is a defendant in various lawsuits and a subject
of regulatory inquiries, in each case, incidental to its securities business. In view of the number
and diversity of claims against the Company and the inherent difficulty of predicting the outcome
of litigation, regulatory actions and other claims, the Company cannot state with certainty what

& the eventual outcome of pending litigation or regulatory inquiries or other claims will be. The
Company provides for costs relating to these matters when a loss is probable and the amount can
be reasonably estimated. While it is not possible to predict with certainty, management believes
that the ultimate resolution of such matters will not have a material adverse effect on the

S consolidated statement of financial condition, the consolidated statement of operations, and the

consolidated statement of cash flows of the Company.
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& 15.Net Capital Requirements

The Company is subject to the Uniform Net Capital Rule (the Rule) of the SECand the net capital
rules of FINRA, of which the Company is a member. The Company has elected to use the

S alternative method permitted by the Rule, which requires that it maintain minimum net capital the
greater of (i) 2% of aggregate debit balances arising from customer transactions, as such term is

definedin theRule,(ii) aminimumof $250determinedbaseduponthe natureof the Company's
business operations as defined in the Rule, or (iii) a minimum net capital required based upon the

Company's market making activities not to exceed $1,000. Under its rules, FINRA may prohibit
& member firms from engaging in certain activities if its net capital falls within certain thresholds of

its minimum net capital requirements. For member firms that elect the alternative method, FINRA
may require such member firm to reduce its business if its net capital is less than 4% of aggregate
debit balances and may prohibit a member firm from expanding its business or paying cash

& dividends if resulting net capital would be less than 5% of aggregate debit balances.

Net capital, aggregate debit balances, and the Company's market making activities change from
day to day.At December 31,2018, the Company's net capital under the Rule was $311,163,which
was $310,163 in excess of the minimum required net capital. The Company is also subject to

O certain notification provisions of the Rule relating to the withdrawal of capital.

§ 38
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S KeyBanc Capital Markets Inc.

Schedule I

Computation of Net Capital PurSuant to Rule 15c3-1

December 31,2018
(In Thousands)

Net capital
Total shareholder's equity from statement of financial condition $ 579,287

Deductions and/or charges:
Nonallowable assets:

Securities owned not readily marketable $ 28,791

TBAs and when issuedsecurities 489
Investment in andreceivables from affiliate 2,064

Furniture, equipment and leasehold improvements, net 1,338
Net deferred tax assets 35,689
Goodwill 117,158
Other intangible assets,net 19,106
Other receivables 18,782
Other assets . 6,197

229,614

Additional chargesfor customers' andnoncustomers' security accounts 888
Commodity futures contracts and spot commodities - proprietary capital charges 150
Other deductions and/or charges 2,172

3,210

Net capital before haircuts on security positions 346,463

Haircuts on security positions:
Trading and investment securities:

U.S.and Canadian government obligations 5,074
State andmunicipal government obligations 3,607
Corporate obligations 14,917
Stocks and warrants 2,116
Other 9,586

35,300

Net capital $ 311,163
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Schedule I

Computation of Net Capital Pursuant to Rule 15c3-1 (continued)

December 31,2018
(In Thousands)

Computation of alternative net capital requirement

2% of aggregate debit items as shown in Formula for
Reserve Requirements pursuant to Rule 15c3-3
prepared as of December 31, 2018 -

Minimum net capital requirement 1,000
& Excess net capital $ 310,163

Net capital in excess of the greater of:
5% of combined debit items or 120% of minimum net capital requirement $ 309,962

& There were no material differences in the aggregate amount or individual amounts between the net

capital and aggregate debit items reported in Schedule I and the net capital and aggregate debit items

reported in the Company's December 31, 2018, unaudited amended Form X-17 a-5, Part II on

February 22,2019 and reconciliation submitted on February 22,2019.

§ 40
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Schedule II

Computation for Determination of Reserve
Requirements Pursuant to Rule 15c3-3*

December 31, 2018
(In Thousands)

Credit items

Free credit balancesand other credit balances in

customers' security accounts $ 41
Total credits 41

Debit items

Total debits 9 _

Excess of total credits over total debits $ 41

Amount on deposit in Reserve Bank Account $ 100

There were no material differences in the aggregate amount or individual amounts between the

excess of total debits over total credits reported in Schedule II and the excess of total debits over total

& credits reported in the Company'.s December 31,2018, unaudited amended Form X-17a-5, Part II on

February 22,2019 and reconciliation submitted on February 22,2019.

& * The Company made a claim of exemption under SEA Rule 15c3-3 (k)(2)(ii). This Supplemental

Schedule is being presented as the Company filed the Determination of Customer Account Reserve

Requirements for Broker Dealers Under Rule 15c3-3 Schedule in its December 31,2018 FOCUS
Report with FINRA.
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Schedule III

Information Relating to the Possession
or Control Requirements under Rule 15c3-3*

December 31, 2018
(In Thousands, Except Number ofItems)

Market valuation and number of items:

1. Customers' fully paid securities and excess margin securities not in

the Company's possession or control as of December 31, 2018 (for '
which instructions to reduce to possession or control had been

issued) but for which the required action was not taken by the
Company within the time frames specified under Rule 15c3-3. $ -

A. Number of items. -

2. Customers' fully paid securities and excess margin securities for

which instructions to reduce to possession or control had not been
issued as of December 31,2018, excluding items arising from

"temporary lags which result from normal business operations" as

permitted under Rule 15c3-3. $ -

A. Number of items. -

There were no material differences in the aggregate amount or individual amounts relating to the

possession or control requirements under Rule 15c3-3 reported in Schedule III and in the Company's

December 31, 2018, unaudited amended Form X-17a-5, Part II on February 22, 2019 and
G reconciliation submitted on February 22,2019.

* The Company made a claim of exemption under SEA Rule 15c3-3 (k)(2)(ii). This Supplemental

& Schedule is being presented as the Company filed the Determination of Customer Account Reserve

Requirements for Broker Dealers Under Rule 15c3-3 Schedule in its December 31,2018 FOCUS

Report with FINRA.
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SECURITIES INVESTOR PROTECTIONCORPORATION

SIPC-7 P·°· Box 92185 2*0"2sh37n1gt803nó0D.C.20090-2185 SIPC-7
(36-REV 12/18) General Assessment Reconciliation (36-REV 12/18)

For the fiscal year ended
(Read carefully the instructions in your WorliÏÑÏÑyfeINe¯Ëmpleting this Form)

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS

1.Name of Member, address, Designated Examining Authority, 1934 Act registration no, and month in which fiscal year ends for
purposes of the audit requirement of SEC Rule 17a-5:

Note: If any of the information shown on the
30177 FINRA DEC mailing label requires correction, please e-mail
KEYBANC CAPITAL MARKETS INC any corrections to form@sipc.org and so

127 PUBLIC SQ # 04-04-27-0860 indicate on the form filed.

CLEVELAND OH 44114-1217 Name and telephone number of personto
contact respecting this form.

Scott Lindenmuth (216) 689-5969

2. A. General Assessment (item 2e from page 2) e 527,133

B. Less payment made with SIPC-6 filed (exclude interest) ( 238,575
07/11/2018

Date Paid

C. Less prior overpayment applied

288,558D. Assessment balance due or (overpayment)

E. Interest computed on late payment (see instruction E) for___ __days at 20% per annum
288,558F. Total assessment balance and interest due (or overpayment carried forward) $

G. PAYMENT: the box

Check mailed to P.o.Box0 Funds Wired ACHO 288,558
Total (must be same as F above) $

H. Overpayment carried forward $( )

3.Subsidiaries (S) and predecessors (P) included in this form (give name and 1934 Act registration number):

The SIPC member submitting this form and the

person by whom it is executed represent thereby KeyBanc Capital Markets Inc
that all information contained herein is true, correct
andcomplete. a ther organization)

(Authorized signature) N

Dated the /9 day of of , 20 /? . Chief Financial Officer
(Title)

This form and the assessment payment is due 60 days after the end of the fiscal year. Retain the Working Copy of this form
for a period of not less than 6 years, the latest 2 years in an easily accessible place.

Dates:
Postmarked Received Reviewed

Calculations Documentation ForwardCopy

Exceptions:

2 Disposition of exceptions:
1



DETERMINATION OF "SIPC NET OPERATING REVENUES"
ANDGENERALASSESSMENT

Amounts for the fiscal period
beginning 1/1/2018
and ending 12/31/2018

Eliminate cents

ae.mNtalrevenue (FOCUSLine 12/Part IIA Line 9, Code4030) $ 380,060,216

2b. Additions:

(1) Total revenues from the securities business of subsidiaries (exceptforeign subsidiaries) and
predecessorsnot includedabove.

(2) Net loss from principal transactions in securities in trading accounts.

(3) Net lossfrom principal transactions in commodities in trading accounts.

(4) interest and dividend expense deducted in determining item 2a.

(5)Net lossfrom managementof or participation in the underwriting or distribution of securities.

(6) Expensesother than advertising, printing, registration fees and legal fees deducted indetermining net _
profit frommanagementof or participation in underwriting ordistribution of securities.

(7)Netlossfromsecuritiesin investmentaccounts.

Total additions

20. Deductions:

(1) Revenuesfrom the distribution of shares of a registered open end investment companyor unit
investment trust, from the sale of variable annuities, from the business of insurance, from investment
advisory services rendered to registered investment companiesor insurance companyseparate
accounts,and from transactions insecurityfutures products.

(2) Revenuesfrom commodity transactions.

(3) Commissions,floor brokerage andclearance paid to other SIPC members in connection with
securities transactions.

(4) Reimbursementsfor postage in connection with proxysolicitation.

(5) Net gainfrom securities in investment accounts.

(6) 100%of commissions and markups earned from transactions in (i) certificates of deposit and
(ii) Treasury bills, bankers acceptancesor commercial paper that maturenine months or less
from issuance date.

(7) Direct expenses of printing advertising and legalfees incurred in connection with other revenue
related to the securities business (revenue defined by Section 16(9)(L) of the Act).

(8) Other revenue not related either directly or indirectly to the securities business.
(SeeInstruction C):

(Deductions in excessof $100,000 require documentation)

(9) (i) Total interest and dividend expense(FOCUSLine 22/PART llA Line 13,

Code4075 plus line 2b(4) above)but not in excess j 7 73of total interest and dividend income. $

(ii) 40%of margin interest earned on customerssecurities
accounts (40% of FOCUSiine 5, Code 3960). $¯

Enter the greater of line (i) or (ii) 17,212,873

Total deductions 28,638099

2d. SIPC Net Operating Revenues a351,422,117

29. GeneralAssessment @ .0015 527,133
(to page 1, line 2.A.)
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working world

Report of Independent Registered Public Accounting Firm
on Applying Agreed-Upon Procedures

To the Board of Directors and Management of KeyBanc Capital Markets Inc.:

We have performed the procedures enumerated below, which were agreed to by the Board of
Directors, management of KeyBanc Capital Markets Inc. (the Company), and the Securities
investor Protection Corporation (SIPC), as set forth in the Series 600 Rules of SIPC, solely to assist
the specified parties in evaluating the Company's schedule of assessments and payments is in
accordance with the applicable instructions of the General Assessment Reconciliation (Form SIPC-

7) for the fiscal year ended December 31, 2018. The Company's management is responsible for the
Company's compliance with those requirements. The sufficiency of these procedures is solely the
responsibility of those parties specified in this report. Consequently, we make no representation
regarding the sufficiency of the procedures enumerated below either for the purpose for which this
report has been requested or for any other purpose.

The procedures we performed and our findings are as follows:

1. Compared the assessment payments made in accordance with the General Assessment
Payment Form (Form SIPC-6) and applied to the General Assessment calculation on Form
SIPC-7 with respective cash disbursement record entries.

No findings were found as a result of applying the procedure.

2. Compared the amounts reported in the audited financial statements required by SEC Rule
17a-5 with the amounts reported in Form SIPC-7 for the fiscal year ended December 31,
2018.

No findings were found as a result of applying the procedure.

3. Compared any adjustments reported in Form SIPC-7 with supporting schedules and working
papers supporting the adjustments.

No findings were found as a result of applying the procedure.

4. Recalculated the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in
the schedules and working papers supporting the adjustments.

No findings were found as a result of applying the procedure.

A member firm of Ernst & Young Gobal Limited
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5. Compared the amount of any overpayment applied with the Form SIPC-7 on which it was
computed.

No findings were found as a result of applying the procedure.

This agreed-upon procedures engagement was conducted in accordance with the interim
attestation standards of the Public Company Accounting Oversight Board (United States) and the
attestation standards established by the American Institute of Certified Public Accountants. We
were not engaged to and did not conduct an examination or a review, the objective of which would
be the expression of an opinion or conclusion, respectively, on whether KeyBanc Capital Markets
Inc. schedule of assessments and payments is in accordance with the applicable instructions of the
General Assessment Reconciliation (Form SIPC-7) for the fiscal year ended December 31, 2018.

Accordingly, we do not express such an opinion. Had we performed additional procedures, other
matters might have come to our attention that would have been reported to you.

This report is intended solely for the information and use of the specified parties listed above and is
not intended to be and should not be used by anyone other than these specified parties.

February 22, 2019

A member firm of Ernst & Young Global Limited
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KeyBancCapital Markets Inc.Exemption Report

KeyBanc Capital Markets Inc. (the "Company") is a registered broker-dealer subject to Rule 17a-5 promulgated by the

Securities and Exchange Commission (17 C.F.R.{ 240.17a-5, "Reports to be made by certain brokers and dealers"). This

Exemption Report was prepared as required by 17 C.F.R.{240.17a-5(d) (1) and (4). To the best of its knowledge and

belief, the Company states the following:

1) The Company claimed an exemption from 17 C.F.R.{240.15c33 under the following provisions of 17 C.F.R.

{240.15c3-3 (k):{(2)(ii)];
a. As an introducing broker or dealer, clears all transactions with and for customers on a fully disclosed

basis with a clearing broker or dealer, and who promptly transmits all customer funds and securities to the

clearing broker or dealerwhich carries all of the accounts of suchcustomers and maintainsandpreserves,

suchbooksand recordspertaining thereto pursuant to the requirements of Rules 17a-3 and 17a-4, asare

customarily made and kept by a clearingbroker or dealer.

2) The Company met the identified exemption provisions in 17 C.F.R.{240.15c3-3(k) throughout the most

recent fiscal year except as described ori the subsequent page.

I, Mark Kovachick,swear (or affirm) that, to the best of my knowledge and belief, this Exemption Report is true and
correct.

By:

Title: Chief Financial Officer
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Number
Date of of

Deposit checks Dollar Amount Reason Resolution

Cannot Demonstrate timely Enhanced Record Keeping
10/10/18 1 $420,000.00 deposit to Clearing Account process
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Management of KeyBanc Capital Markets Inc.

We have reviewed management's statements, included in the accompanying KeyBanc Capital Markets
Inc. Exemption Report, in which (1) KeyBanc Capital Markets Inc. (the Company) identified the
following provision of 17 C.F.R.§15c3-3(k) under which the Company claimed an exemption from 17

% C.F.R.§240.15c3-3: (k)(2)(ii) (the "exemption provision") and (2) the Company stated that it met the
identified exemption provisions in 17 C.F.R. §240.15c3-3 (k) throughout the most recent fiscal year ended

December 31,2018,without exception. Management is responsible for compliance with the exemption
provision and its statements.

Our review was conducted in accordance with the standards of the Public Company Accounting Oversight
Board (United States) and, accordingly, included inquiries and other required procedures to obtain
evidence about the Company's compliance with the exemption provision. A review is substantially less

in scope than an examination, the objective of which is the expression of an opinion on management's
statements. Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to management's
statements referred to above for them to be fairly stated, in all material respects, based on the provision
set forth in paragraph (k)(2)(ii) of Rule 15c3-3 under the Securities Exchange Act of 1934.

This report is intended solely for the information and use of the Board of Directors, management, the SEC,
FINRA, other regulatory agencies that rely on Rule 17a-5 under the Securities Exchange Act of 1934 in
their regulation of registered brokers and dealers, and other recipients specified by Rule 17a-5(d)(6) and
is not intended to be and should not be used by anyone other than these specified parties.

February 22, 2019

A member firm of Ernst & Young Global Limited


